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INFLATION

(FETEDIT)




___inflation [ e
Inflation is an increase in ° W’F‘ﬂ'ﬁ' ferdt
the general price level of m H a?-_cﬂﬂ
goods and services in an AT WAt F HTFHT

economy. Hed FX q QEﬁT 4

~

N

purchasing power  of rfdd I
money. q

*Inflation reduces the °* HEIEHITT 3T A
hH hI




Causes of Infition

Demand-Pull Inflation Theory : W-WW ILEACIGE
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* DPI originates in the monetary

sector. Monetarists’ argument %‘Eﬁ gl HamaIEAt 1 aF &

that “only money matters” is
' ¥ SR g S¥ YRUM 9T MR &
based on the assumption that & yob 3 qC o 3
at or near full employment ﬁ?c‘? s
e 3MYfd
excessive money supply will 7 ~ : o
Fol ANT H gora g
increase aggregate demand m"w T m =

and will, thus, cause inflation.
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Causes of Infiation

Cost-Push Inflation Theory: ARTd-SIeg AGEhITa RAcHTd:

*It is the cost factors that pull * Idg ©RPId SR g S
the prices upward. HrHAr .EFT T A AN
*One of the important causes gred ¢l

of price rise is the rise in price * Hed q;ﬂ' Ch| Th
of raw materials. HW;U" PIOT Fod AT
* For instance, by an N FAT A @ %l
administrative order the °* 3G & fau, TS
government may hike the TS AT § TAIER
price of petrol or diesel or ﬂ?l'él' qr St hT HAT
freight rate. This leads to an q7 AT ET'TI? T A m?lﬂ

upward pressure on cost of C T
production. dldld Y Qqdld d¢ oIldl
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On the Basis of Speed or afa I dgar & 3mMUR 91

Intensity:
« Trdl g AT godhr
* Creeping or Mild Inflation Wa
* Walking Inflation .+ Tgodr TR Wﬂ?
* Galloping inflation e HIYUC ETET-ﬁ HE'?Tl'é'

 Hyperinflation - Jfa W‘ﬁﬁ'
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Open inflation . Ejﬁ' Wﬂé’

* A situation where the price ° o Rufa ST TER
level rises without any price GART ot oft Hed
control measures by the fra=or 39T & e ZFI_!T

government is called open FAY dé Sldl %‘ El?ﬁ
inflation. :namﬁ% Fgadl gl
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Suppressed/Repressed inflation T G'é'/aﬁ §'§ HETEDITA

situations, the government ﬁuﬁ-’l‘u’r & SR, GIPR
imposes price controls and AT F ATFT H @A
rationing to keep prices & T #AeT ATaoT 31X

under check. rerferer ?:I\Tﬂ?ﬁ %’I

* But the moment these . AfFaT AT & T A+
checks have been T S &, 3T
Jar3il

withdrawn the prices of the

goods and services rise. | HFAAT H 3T

Thic rise in brices i
is rise in prices is called Gl g'g' :gam?rﬁr el
repressed inflation. STt el
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Headline Inflation ULED n';rrm?rf%

e Headline inflation is the %3?-"3'«'{ mﬁ-’f frd
measure of total inflation mhlaw & Hax a»—er

within an economy. It is ﬂﬂ?‘ﬁﬁ-’f ol A9 %I 3'9'
usually presented in the HHAR I vfrcfrané a1

form of CPI or WPI. gm'\‘ﬁm & T A
Core Inflation 9¥dd fohar sar q
* It is the total inflation in the A ThIfd

country (Headline Inflation)  Jg T A iﬁl‘ P AL A IG]
minus the inflation in the  (gSdTSeT Wtﬁﬁ') )

food and energy articles HClhY E’Iai'!l' T FAT
(volatile articles). a¢a'3ﬂ' (311?211' 3!‘-?-[311‘) -1
Hmtﬁﬁr%l
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Structural Inflation

* This occurs when there are QTIT dd 3"?" % ol d
structural rigidities and Jgegaryr A A¥dedlcHD
inefficiencies in the FORAT 3R JeTHAIT gl

economy, leading to a rise in g, @@ HAal 7 g
prices. gt 1

* This can be caused by + ¥ U gfAgmar eI,
factors such as poor m 5[@?" S aHTed,
infrastructure, supply chain aﬁl‘R’ S GIfAG, AEIETT
disruptions, market grem3t 3nfe S FRAT F
imperfections, institutional HROT g T ¢

bottlenecks etc.
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Stagflation
« Stagflation is persistently Fa'mF@'QFFI' ldldi¥  3=d
high inflation, high AR, ITTRIR 3R
u nemployment and low growth A  Jo& g foas
resulting in a stagnant IROMAEIwT rdcTaedT &

economy feear s 8
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Due to inflation, the prices
of goods and services
increase, which has an
adverse effect on the fixed
© ‘\
income group.

The lender loses from
inflation and the borrower
gains.

During periods of rising
prices, debtors gain and
creditors lose.

Inflation has a favorable

- effect on the farming class

Effects of Inflation
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Effects of Inflation

* (export9 will become costlier
and imports will become
cheaper

° Du the
roducer and the
entrepreneurial cl are

ecause the prices JEIIT T AT T &
of the goods produced by ¥ \Ed px oft
g

the producers are increasing fHGT A FH
and the increase in wages is

also less than the prices.




Measurement of Inflation

Wholesale Price Index A Held H\ﬂm
* Itis computed by Office of the o SHDT IOTAT HTTIF TATgRR
Economic Advisor(OEA), (OEA), 3teafs Aifa 3R
Department of Industrial Policy Hgater fasmer, afosw 3R
and Promotion, Ministry of 3T AAOE & FHEEI
Commerce and Industry. GarT # AT &

» The index basket of the present a'e‘mm 2011- 12# ”I@?" o
2011-12 series has a total of 697 W e ET-I‘ 697

amﬁ’%ﬁw#muﬁa

items including 117 items for gEkit F AT 117 geav

Primary Articles, 16 items for ; D <
Fuel & Power and 564 items for - ; fw 16 A Eol !
Manufactured Products. ; "
¢ WPl ¥§1Fhe H WAT AaTfAS
* WPI basket does not cover c'-l'é’f 3‘|

services.



Consumer Price Index (CPI)

Measurement of Inflation

3qAFAT Hed HAHH

* It is a measure of change in retail °* 9@ 3T a?f =ré H'Fﬁff

prices of goods and
consumed.

services

* The Central Statistics Office (CSO),

Ministry of  Statistics

and

Programme Implementation has
revised the Base Year of the
Consumer Price Index (CPl) from

2010=100 to 2012=100.

e dearness allowance

of

Government employees and wage

contracts between

labour and
employer is based on this index.

3R Famat A ger Hal
# gedTd FT TH 39T

qifegdhr IR FRIFA
FATTAIT AATAT & SFald
Aifegdr FraTaT (Hroasd)
A IUNHFAT Hed GIAHTH
@iz F 3ruR 9y #
2010=100 & HAMAOT &I
2012=100 &Y fear gI
TAIHRT FAAIRAT FT HAGIATS
saT 3R AfAF va AAEar
& o AT ey SH
TaHiF 9T MU gar 2
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Important Terminology

Deflation FqEDIfA

Deflation is the inverse of FIEHIfT AR F71 3o B
Inflation. It is the persistent IE AT T H TMEAR FA g

decrease in the price level.

Deflation occurs when the
inflation rate falls below 0%. 1%11 el %ICE 5 ﬁ)
@flati@ BF oY & zv 3
Disinflation is the reductionin  gzfy # AR 99 By
the rate of inflation. 5T W T T YA
A A S &

Disinflation occurs when the AT
inflation rate falls below its CIC G
current level but is stillmore  gidl &l
than 0%.



Important Terminology

Recession

 Arecession is a period of
ow economic ayptivity. A
recession is usually preceded

by a major drop in consumer
expenditure.

* Such aslowdown in
economic activity might
endure for several quarters,
thereby halting an economy's
expansion.

* Economic metrics such as
GDP, profits, employment
collapse under this situation.




Important Terminology

Reflation

* To recover from the AN ¥ 3 & AT, 3Esme

recession, RBI tries to el
increase the money supply AT § 3ﬁT TFR FT Held

and the government triesto g7 gfedst & T A TN

give fiscal stimulus in the RNATEeT ol HT FIFAA FIA 33;
form of tax cuts or subsidies. 3 fshame rdegaEYn

These actions take the

economy from a deflationary NTorasT. srdeugTa & Fel -\er

path towards a reflationary \ :
path. Reflation is thus, the L Hed s A @ gl

increase in price levels when
the economy recovers from
recession.







Measures to control inflation /ﬂ'é'”?ng' X fAgaer & 3UT

Measures
to control
Inflation

Monetary Policy

(Aifgs Afa)
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